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FOREWORD 


The  Area  Redevelopment  Act  of  1961  was  passed  by  the  Congress  and 
signed  into  law  by  President  Kennedy  to  help  develop  long-term  job  op- 
portunities in  those  parts  of  our  Nation  which  are  suffering  most  from 
unemployment  and  underemployment. 

The  legislation  is  intended  to  encourage  new  industry  to  establish,  and 
existing  industry  to  expand,  in  industrial  areas  which  have  high  unemploy- 
ment, and  in  underdeveloped  rural  and  nonurban  areas  which  require  a 
better  balance  of  industry  and  agriculture. 

The  effect  of  the  Area  Redevelopment  Act  is  to  make  the  Federal  Gov- 
ernment a  partner  with  private  enterprise,  the  communities  and  the  States, 
by   providing: 

•  Loans  to  private  industry  to  establish  or  expand  in  redevelopment 
areas,  bridging  the  gap  between  what  financing  is  available  from  con- 
ventional lending  facilities,  and  what  is  needed  to  create  new  job  oppor- 
tunities. These  loans  currently  carry  an  annual  interest  rate  of 
4  percent   and  can   run  for  as  long  as  25  years. 

•  Loans  and  grants  to  provide  for  new  or  expanded  public  facilities, 
such  as  access  roads,  industrial  water  systems,  industrial  sewage  treatment 
systems,  and  railroad  spur  lines,  so  that  industry  will  be  encouraged  to 
establish  in  these  areas.  The  loans  under  this  section  currently 
carry  an  annual  interest  rate  of  3%  percent,  and  can  run  for  as 
long  as  40  years. 

—■  •  Technical  assistance  to  communities  to  enable  them  to  plan  their 
economic  development  intelligently  and  to  explore  methods  of  expanding 
their  industrial  resources. 

•  Worker  retraining  to  equip  the  labor  force  with  new  and  improved 
skills  for  expanding  industries. 


in 


#      Subsistence    allowances    for    jobless    workers    while    undergoing    re- 
training. 

This  booklet  deals  with  the  first  two  provisions  of  the  Area  Redevelop- 
ment Act — loans  to  private  industry  and  loans  and  grants  to  communities 
for  needed  public  facilities.  It  is  designed  as  a  guide  for  local  development 
groups  in  working  out  financing  of  projects  that  will  make  their  communi- 
ties better  places  in  which  to   live,  to  work  and  to  invest. 
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William  L.  Batt,  Jr. 

Administrator,  Area  Redevelopment  Administration 
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The  Area  Redevelopment  Act  provides  for  direct  Federal  loans  to  indus- 
trial and  commercial  firms,  or  loans  to  local  redevelopment  groups  which 
may  be  undertaking  land  acquisition  or  improvement,  and  plant  construc- 
tion, modernization  or  expansion  in  order  to  assist  firms  which  can  con- 
tribute to  the  redevelopment  area's  economic  growth  and  which  can  con- 
tribute new  employment  opportunities. 

Terms  of  ARA  Loans 

Industrial  and  commercial  loans  made  under  section  6  of  the  act  cur- 
rently bear  an  annual  interest  rate  of  4  percent  and  can  run  for  as  long 
as  25  years. 

Extent  of  ARA's   Participation 

The  Area  Redevelopment  Act  permits  loans  up  to  65  percent  of  the 
total  cost  (exclusive  of  aid  from  other  Federal  agencies)  of  land,  buildings 
and,  in  cases  of  demonstrated  need,  machinery  and  equipment.  This  ceiling 
on  ARA  investment  is  designed  to  stimulate  participation  from  local  banks, 
communities,  States,  and  private  investors. 

Because  the  Area  Redevelopment  program  is  based  primarily  on  com- 
munity action,  rather  than  Federal  action,  the  act  requires  that  10  percent 
of  the  financing  come  from  either  a  public  or  semipublic  source,  the  latter 


commonly  being  a  redevelopment  company,  and  that  at  least  5  percent  come 
from  private  sources.  The  15  percent  of  aggregate  project  cost 
contributed  by  State  or  local  sources  is  to  be  subordinated  to 
the  ARA  share  and  the  principal  can  be  repayable  only  after  such 
Federal  assistance   is   retired. 

Private   Investment 

'  Those  seeking  financing  from  ARA  must  give  evidence  that  the  contribu- 
tion out  of  their  own  resources  represents  as  large  a  share  of  the  total 
project  cost  as  may  be  reasonably  expected.  In  addition,  it  is  the  policy 
of  Congress  and  the  ARA  to  stimulate  and  encourage  applicants  to  obtain 
as  much  of  the  project  cost  as  possible  from  customary  banking  and  other 
financial   sources. 

Local  banks  and  other  private  lending  institutions  are  invited  to  partici- 
pate as  fully  as  possible  with  ARA  in  project  loans.  To  encourage  this 
investment  from  local  banks,  Congress  provided  that  ARA  may  subordinate 
its  security  on  a  loan. 

How   the   ARA   Provisions   Work 

The  financing  of  ARA  commercial  and  industrial  loans  can  be  worked 
out  in  a  variety  of  ways.  Here  are  some  examples,  based  on  a  company 
desiring  to   build   a   $100,000  plant  in  a  redevelopment  area: 

Example  A — Arrangements  are  made  for  a  local  bank  to  participate  to 
a  substantial  extent  with  the  Area  Redevelopment  Administration  in  pro- 
viding the  necessary  funds.     The  financing  would  work  out  this  way: 

First  mortgage  (participation  loan) 

Local   bank's  portion $42,500 

ARA's  portion 42,500 

Second  mortgage 

State  or  local  economic  development  agency 10,000 

Equity 

Applicant 5,000 

Example  B — The  local  lending  institution  is  willing  to  finance  part  of  the 
cost  if  it  has  an  exclusive  first  mortgage: 

First  mortgage 

Local  lending  institution $50,000 

Second  mortgage 

Area  Redevelopment  Administration 35,000 

Third  mortgage  or  equity- 
State  or  local  economic  development  agency 10,000 

Equity 

Applicant 5,000 


Example  C — The  local  lending  institution  wishes  to  take  an  exclusive  first 
mortgage,  but  is  able  to  lend  only  a  small  portion  of  the  funds  needed: 

First  mortgage 

Local  lending  institution $20,000 

Second  mortgage 

Area  Redevelopment  Administration 65,000 

Third  mortgage  or  equity- 
State  or  local  economic  development  agency 10,000 

Equity 

Applicant 5,000 


Example  D — It  is  impossible  to  get  any  local  bank  or  other  lending  in- 
stitution to  assume  any  of  the  financing  of  the  project: 

First  mortgage 

Area  Redevelopment  Administration $65,000 

Second  mortgage 

State  or  local  economic  development  agency 10,000 

Third  mortgage  or  equity 

Applicant 25,000 

As  these  examples  indicate,  a  wide  variety  of  formulas  can  be  developed 
to  meet  conditions  as  they  exist  both  in  the  redevelopment  areas  and  in  the 
company  seeking  financial  assistance  under  this  program. 

In  all  cases,  however,  the  loan  from  the  Area  Redevelopment  Administra- 
tion cannot  exceed  65  percent  of  the  aggregate  cost  of  the  project,  and,  in 
addition,  there  must  be  a  minimum  of  10  percent  investment  from  a  public 
or  semipublic  source,  and  a  minimum  of  5  percent  investment  from  private 
sources.  As  a  rule,  the  applicant's  investment  will  be  well  in  excess  of  this 
minimum  requirement. 

In  all  cases,  the  terms  and  conditions  of  ARA  loans  will  be  adjusted  to 
the  best  interests  of  the  business  applicant,  the  local  community,  and  the 
Federal  Government.  The  types  of  collateral,  maturities,  terms  under  which 
funds  are  to  be  disbursed,  terms  of  repayment,  and  amortization  will  be 
handled  on  a  negotiated,  case-by-case  basis. 

Types   of  Firms  Eligible 

All  types  of  business  enterprises — whether  in  manufacturing,  distribution, 
or  the  service  fields — can  receive  assistance  under  the  Area  Redevelopment 
Act. 

There  are  no  limitations  as  to  the  size  of  the  company  that  can  receive 
assistance,  and  there  are  neither  minimum  nor  maximum  limitations  on  the 
amount  of  ARA  loans. 


Investment  by  the  Federal  Government  will  be  weighed  on  the  basis  of 
whether  or  not  a  project  is  economically  and  technically  sound,  and  the 
amount  of  ARA's  assistance  will  be  determined  to  a  large  extent  by  the 
permanent  employment  the  project  will  generate  in  the  redevelopment  area. 

Whether  the  firm  is  a  newly  formed  company,  an  established  small  busi- 
ness, or  a  large,  multiplant  concern,  the  Area  Redevelopment  Administra- 
tion's lending  authority  can  be  utilized  provided  the  firm  is  going  to  operate 
in  a  redevelopment  area,  is  going  to  contribute  to  the  improvement  of  the 
local  economy,  and  is  going  to  provide  permanent  new  jobs. 

Working   Capital 

Loans  for  working  capital  cannot  be  made  under  the  Area  Redevelopment 
Act.  However,  the  Small  Business  Administration  may  make  such  loans  if 
they  are  unavailable  from  local  lending  institutions,  and  if  the  firms  are 
small  enough  to  be  eligible  for  SBA  loans. 

Example — Applicant  requires  $140,000  for  plant  expansion,  machinery, 
equipment  and  working  capital. 

Total  loan $140,000 

Local  bank  or  SBA  loan  for  working  capital 40,000 

Balance  eligible  under  ARA 100,000 

First  mortgage 

Local  bank 20,000 

Second  mortgage 

ARA  (65%  of  $100,000) 65,000 

Third  mortgage  or  equity 

State  or  local  economic  development  agency 10,000 

Equity 

Applicant 5,000 

ARA  and  SBA  work  closely  together  in  financing  proposed  commercial 
or  industrial  activities,  with  ARA  funds  being  made  available  for  plant  and 
equipment,  and  the  SBA  lending  authority  being  utilized  for  working  capital. 
Small  Business  Administration  loans  in  redevelopment  areas  carry  the  same 
annual  interest  rate  of  4  percent  as  the  ARA  loans,  and  run  for  a  maximum  of 
10  years. 
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When  Congress  wrote  the  Area  Redevelopment  Act,  it  recognized  that 
inadequate  community  facilities  had,  in  the  past,  hampered  labor  surplus 
areas  in  their  efforts  to  encourage  existing  industries  to  expand  or  new 
industries  to  get  started. 

Sewer  or  water  systems  may  have  been  either  nonexistent  or  incapable 
of  meeting  industrial  demand,  railroad  spurs  may  not  have  been  available  to 
new  plant  sites,  access  roads  may  have  been  unsatisfactory,  or  plant  sites 
themselves  may  have  needed  development  beyond  the  communities'  power 
to  finance. 

To  help  redevelopment  areas  solve  such  problems,  the  Congress  made 
available  public  facility  loans,  augmented,  where  necessary,  by  direct  grants, 
to  communities  or  to  private  nonprofit  groups  engaged  in  redevelopment 
efforts. 

Terms   of  ARA  Loans 

Public  facility  loans  made  under  section  7  of  the  act  currently  bear  an 
annual  interest  rate  of  3%  percent,  and  can  run  for  as  long  as  40  years.  The 
public  facility  grants  are  made  under  section  8  of  the  act. 

Extent   of   ARA's   Participation 

There  is  no  requirement  that  any  stated  portion  of  financing  of  public 
facility  projects  come  either  from  the  community,  the  State,  or  the  local 
development  agency.  The  applicant  is  expected  to  provide  the  maximum 
possible  amount  from  its  funds  and  from  sources  other  than  ARA. 


Requests  for  public  facility  grants  under  section  8  must  be  justified  on  the 
basis  that  other  sources  or  future  revenues  are  not  sufficient  to  make  the 
project  feasible. 

How   the   ARA   Provisions   Work 

There  are  a  variety  of  ways  in  which  ARA  financing  of  public  facilities 
projects  can  be  worked  out.  Here  are  some  typical  examples,  based  on  a 
community's  need  for  a  $100,000  investment  in  order  to  extend  its  water 
supply  system  to  service  new  or  expanding  plants  at  an  industrial  park  area. 

Example  A — The  community  can  raise  a  small  portion  of  the  cost,  and  its 
ability  to  finance  the  entire  cost  of  the  project  through  a  long-term  loan  is 
limited: 

Community $10,000 

ARA  loan 50,000 

ARA  grant 40,000 

Example  B — The  community,  through  the  use  of  revenue  bonds,  can  repay 
part  of  the  cost  of  the  project,  but  would  be  unable  to  complete  it  without  a 
supplemental  grant: 

ARA  loan,  repayable  through  revenue  bonds $60,000 

ARA  grant 40,000 

Example  C — The  redevelopment  area  is  already  operating  at  its  maximum 
tax  rate  and  with  its  maximum  bonded  indebtedness,  and  therefore  could  not 
liquidate  any  part  of  a  long-term  loan: 

Local  economic  development  agency $15,000 

ARA  grant 85,000 

On  the  basis  of  ARA's  experience  to  date,  loans  and  grants  for  community 
facilities  have  been  running  about  50-50. 

Qualifying  for  ARA   Assistance 

Basic  developmental  activities  frequently  carried  on  by  local  governmental 
entities  are  eligible  for  financing.  These  include  water  systems,  sewage  dis- 
posal systems,  access  roads,  railroad  spurs,  and  the  development  of  industrial 
park  sites.  Under  certain  circumstances,  communities  may  propose  other 
projects  for  consideration  under  the  public  facilities  sections  of  this  program. 
Community  owned  and  operated  ski  lifts,  tourist  accommodations  and  re- 
search facilities,  for  example,  may  qualify  for  assistance  if  they  meet  require- 
ments for  generating  permanent  new  employment,  and  if  they  contribute 
substantially  to  the  area's  economic  growth  and  stability. 

Proposals  must  show  that  this  type  of  project  has  a  direct  and  immediate 
relationship  to  the  expansion  of  an  existing  firm,  or  the  establishment  of  a 
proposed  industry,  and  that  it  will  thus  contribute  directly  to  the  creation 
of  permanent  new  employment  opportunities. 
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-  To  be  eligible  for  an  ARA  loan  or  grant,  a  project  must  be  located  in  a 
redevelopment  area  designated  because  of  substantial  and  persistent  unem- 
ployment or  underemployment,  or  because  of  low  farm  or  family  income. 

Before  projects  can  be  considered  for  financing  under  the  Area  Redevelop- 
ment program,  the  designated  area  must  organize  a  broadly  representative 
local  committee — comprised  of  such  community  elements  as  commerce, 
banking,  industry,  labor,  agriculture,  education,  local  government,  civic 
organizations,  and  ethnic  and  family  groups. 

This  local  redevelopment  group  should  be  approved  by  State  authorities 
as  the  spokesman  for  the  community  in  the  field  of  economic  development. 
And  it  must  draw  up  an  Overall  Economic  Development  Program — an 
assessment  of  the  economic  problems  facing  the  area;  an  analysis  of  the 
human,  physical,  and  natural  resources  available  to  solve  these  problems; 
and  a  blueprint  for  action  that  spells  out  the  contributions  that  will  be  made 
by  private  enterprise,  the  community,  the  State,  and  the  Federal  Government. 

Approval  of  this  basic  program  by  ARA  clears  the  way  for  the  redevelop- 
ment area  to  submit  proposals  for  financial  assistance  on  specific  projects. 
Eligibility  of  projects  will  be  measured  by  their  consistency  with  the  Overall 
Economic  Development  Program  and  the  contribution  they  will  make  to 
advancing  this  program,  in  terms  of  broadening  the  economic  base  and  the 
creation  of  new  employment  opportunities. 


Other   Financing   Sources 

The  Area  Redevelopment  Act  requires  that  applicants  show  they  have  not 
been  able  to  locate  other  sources  of  financing  on  reasonable  terms.  For 
commercial  and  industrial  loans,  evidence  of  this  lack  of  available  financing 
is  customarily  established  by  letters  from  private  banking  sources  which 
normally  are  engaged  in  lending  for  similar  projects  and  which  might  be 
expected  to  make  such  a  loan.  For  public  works  projects,  evidence  that 
alternative  financing  is  not  available  is  established  by  a  public  offering  of 
the  applicant's  bonds  prior  to  purchase  by  the  Federal  Government. 

Evidence  that  alternative  financing  is  not  available  may  also  be  established 
by  responsible  State  or  local  officials  who  can  state  that  there  is  no  program 
within  their  jurisdiction  designated  to  lend  money  or  make  grants  for  such 
projects,  or  that  the  amounts  available  under  existing  State  and  local 
programs  are  insufficient  to  meet  the  full  cost  of  the  project. 

Because  the  Area  Redevelopment  Act  requires  that  existing  Federal  pro- 
grams, when  applicable,  be  utilized  before  the  redevelopment  area  turns  to 
ARA  for  financing,  the  Area  Redevelopment  Administration  will  make  every 
effort  to  ascertain  whether  such  other  Federal  programs  can  be  used,  either 
in  whole  or  in  part,  to  aid  the  applicant. 

Relocation  of  Industry 

The  Area  Redevelopment  Act  is  unequivocal  in  its  prohibition  against  the 
use  of  any  Federal  funds  to  assist  establishments  relocating  from  one  area  to 
another.  This  prohibition  extends  not  only  to  ARA  industrial  and  com- 
mercial loans  but  also  to  public  facility  loans  and  grants  and  to  all  other 
assistance  from  ARA. 

Congress  made  it  plain,  both  in  the  legislation  and  in  the  House  and  Senate 
debates  prior  to  its  passage,  that  the  Area  Redevelopment  Act  was  designed 
to  help  create  new  employment,  not  to  redistribute  employment  and 
unemployment  among  various  areas  of  the  Nation. 
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Project  proposals  requesting  ARA  financing  should  be  submitted  on  ARA 
Form  No.  1.  This  form  is  available  through  the  ARA  field  coordinators, 
Department  of  Commerce  field  offices,  Housing  and  Home  Finance  Agency 
regional  offices,  or  Small  Business  Administration  field  offices.  State 
Agricultural  Extension  Service  directors  and  State  economic  development 
agencies  also  have  a  supply  of  these  application  forms. 

Assistance  in  completing  forms  will  be  provided  by  State  economic 
development  agencies,  ARA  field  coordinators,  local  offices  of  SBA  (on 
business  loans),  and  local  offices  of  HHFA  (on  public  facility  loans). 

For  projects  in  rural  areas,  or  projects  associated  with  agricultural 
activities,  the  various  agencies  of  the  Department  of  Agriculture — particu- 
larly the  Office  of  Rural  Areas  Development,  the  Farmers  Home  Adminis- 
tration, and  the  Rural  Electrification  Administration — will  supply  technical 
assistance  and  information. 

For  projects  in  Indian  areas  and  territories,  or  projects  associated  with 
minerals,  fisheries,  recreational  developments,  forestry,  or  public  lands,  the 
Department  of  the  Interior  will  supply  technical  assistance  and  advice. 

All  of  the  applicable  information  requested  on  ARA  Form  No.  1  should 
be  given,  since  failure  to  supply  the  necessary  data  will  cause  unnecessary 
delays  in  the  processing  of  an  application  for  financial  assistance. 

Project  proposals  should  be  submitted  in  triplicate,  and  after  they  have 
been  reviewed  by  the  ARA  field  coordinator  in  the  State,  and  endorsed  by 
the  proper  State  and  local  public  agencies,  should  be  addressed  directly  to: 

Area  Redevelopment  Administration 
U.S.  Department  of  Commerce 
Washington  25,  D.C. 


Processing  of  Proposals 

The  length  of  time  involved  in  the  processing  of  a  project  proposal  will 
vary,  depending  on  its  type  and  circumstances.  All  proposals  will  be 
acknowledged  as  they  are  received  by  ARA,  and  processed  as  rapidly  as 
possible. 

The  initial  project  review  by  ARA  will  endeavor  to  determine  whether 
the  application  meets  the  terms  of  the  Area  Redevelopment  Act,  and  whether 
the  new  employment  opportunities  which  the  project  creates  and  the 
contribution  it  makes  to  the  economic  development  of  the  area  bear  a  reason- 
able relation  to  the  amount  of  Federal  dollars  requested. 

If  this  review  shows  that  the  proposal  merits  further  consideration,  addi- 
tional information  will  be  requested  on  the  financial,  engineering,  and  legal 
aspects  of  the  project. 

This  supplemental  information  will  be  obtained  by  the  Small  Business 
Administration  in  the  case  of  commercial  or  industrial  loans,  and  by  the 
Community  Facilities  Administration  of  the  Housing  and  Home  Finance 
Agency  in  the  case  of  public  facility  loans  and  grants,  because  these  agencies 
have  been  designated  to  process  and  service  loans  for  the  Area  Redevelopment 
Administration. 

It  should  be  pointed  out  that  ARA  transmittal  of  a  project  to 
one  of  the  cooperating  agencies  does  not  constitute  approval  of 
a  project — it  merely  signifies  that  the  project  has  advanced  to 
another   stage    of   processing   within    the    Federal   Government. 

The  regional  office  of  SBA  or  HHFA  nearest  the  applicant  will  arrange  to 
obtain  all  of  the  supplementary  information  required  for  the  agency's  report 
and  recommendation  to  ARA.  Upon  receipt  of  this  report,  ARA  will  take 
final  action.  If  the  Area  Redevelopment  Administration's  decision  is  a 
favorable  one,  ARA  will  advise  the  applicant  and  authorize  SBA  or  CFA  to 
proceed  with  completion  of  the  loan  or  grant. 

After  a  Project  Is  Approved 

After  being  advised  of  ARA  approval,  the  regional  office  of  HHFA  or  SBA 
will  provide  the  documents  to  be  executed  and  attend  to  all  matters  incident 
to  the  formal  completion  of  the  transaction. 

Upon  signing  of  the  loan  or  grant  agreement,  arrangements  will  be  made 
to  disburse  the  funds  as  the  project  progresses  in  order  to  assure  that  the 
funds  are  applied  for  the  purposes  for  which  the  approval  was  made. 

Disbursement  of  funds,  supervision,  and  servicing  will  be  performed  by 
the  Small  Business  Administration  office  or  the  Community  Facilities 
Administration  office  which  closed  the  transaction. 
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The  Area  Redevelopment  Administration  is  not  the  only  Federal  agency 
with  financial  assistance  programs  that  can  help  communities  solve  some  of 
their  basic  economic  problems.  The  Congress  recognized  this  fact  when, 
in  writing  the  Area  Redevelopment  Act,  it  stipulated  that  ARA  assistance 
could  be  extended  only  after  it  has  been  determined  that  other  existing 
Federal  programs  were  not  applicable. 

How  can  local  developers  find  out  which  Federal  program  is  best  suited 
to  their  needs? 

The  answer  to  this  question  has  been  supplied  by  ARA  through  its  "one- 
stop-service"  concept,  under  which  the  Area  Redevelopment  Administration 
serves  as  a  central  clearing  house  for  basic  information  and  for  contacts 
With  other  Federal  agencies. 

ARA  will  help  community  developers  locate  the  proper  Federal  agency  or 
program  to  help  solve  their  problems — or  will  help  the  community  determine 
that  only  the  Area  Redevelopment  program  is  suited  to  its  particular  needs. 

This  "one-stop-service"  of  ARA  is  designed  to  expedite  community  and 
business  contacts  with  Federal  agencies  and  helps  assure  the  redevelopment 
area  of  the  maximum  assistance  from  the  Federal  Government. 

-fr  U.S.  GOVERNMENT  PRINTING  OFFICE :  1962      O — 642849 
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